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EDITORIAL DEPARTMENT NOTE 


As post-war Puning shifts from the area of speculative contem- 
plation into the area of definite preparation for the transition period 
ahead, the accountant’s becomes of increased importance. The 
expression of forecast happenings and proposed actions in budgets 
and analyses enables him to judge their expected effect and to antici- 
pate changes and adjustments needed to achieve the goals set by 
ent. In the article in this issue of the Bulletin, Mr. Brels- 
ford discusses three areas where the accountant can contribute most— 
financial planning, termination planning, and planning for cost control. 
The author of this article, Ernest C. Brelsford is a native of Ohio 
and was graduated from Denison University in 1924. For several 
years he was a member of the firm of F. rstadt & Co. of New 
York City, in charge of. corporation financing. Since 1942, he has 
been connected with the Weston Electrical Instrument Corp., where 
he is responsible for the coordination of activities in contract termi- 
nation and serves on the Company’s executive committee for post-war 
planning. Mr. Brelsford’s interest in this field is indicated by his 
membership in the Corporate Peacetime Planning Committee of the 
National Association of Manufacturers and the Committee on Termi- 
nation of War Contracts of the National Electrical Manufacturers 
Association. In addition, he is Vice Chairman of the Committee for 
Economic Development for Newark, N. J. 





Articles published in the Bulletin present many different viewpoints. 
In publishing them the Association is not sponsoring the view ex- 
pressed, but is endeavoring to provide for its members material which 
will be helpful and stimulating. Constructive comments are wel- 
comed and will be published in the Forum Section of the Bulletin. 


CoPYRIGHTED BY THE 


NATIONAL ASSOCIATION OF 
COST ACCOUNTANTS 


May 15, 1944 



































CORPORATE FINANCIAL PLANNING FOR THE 
TRANSITION PERIOD 


By Ernest C. Brelsford, Assistant to Treasurer, 
Weston Electrical Instrument Corp., Newark, N. J. 


E HAVE heard a lot about “post-war planning” in recent 

months. It is being considered and discussed from the inter- 
national, national, state, community, labor, management, social, 
and religious points of view. In a sense the very term “post-war 
planning” is unfortunate. It carries with it an implication of 
detailed dreaming about some future period. Actually much of 
our so-called post-war planning involves current dealings with 
problems which are already confronting us to a considerable 
degree. The only difference which I can see between post-war 
planning as such and ordinary prudent business forehandedness is 
that it has a new name and that there appears to be more of it 
crowded into a smaller space of time than ever before. 

While I believe very strongly in the wisdom and importance of 
forward planning under any conditions, certainly. I want no mis- 
understanding on the point that in my own thinking, as well as 
that of our Company, winning the war has been and will continue 
to be our number one job, and the one to which our best thought 
and energy must be applied to the fullest extent necessary. 


Scope of Comments 


My comments will be related in large part to the so-called 
“transition period” rather than the longer range “post-war period.” 
I believe that the most confusing problems with which we are 
likely to be faced will arise in this interim period. Unless ade- 
quate means are found to deal with them, no firm base will exist 
for longer range planning. My views will be presented largely 
from the standpoint of financial planning and policy, although this 
phase is of course closely related to every other part of corporate 
activity. 

They will be most applicable to those companies to which the 
process of reconversion will present the most severe problems. 
If any of you feel that you have no reconversion problems, you 
are probably in such a contented frame of mind that you will be 
willing to be tolerant while some of the rest of us consider some 
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of the things which are a source of potential worry. However, 
I will hazard the guess that unless a satisfactory solution is forth- 
coming on the part of war producers in general the ill effects will 
react to your disadvantage as well. I am going to comment more 
from the standpoint of what we can do under existing laws than 
from the standpoint of what changes should be made in our laws 
to improve our situation, by way of provision for post-war re- 
serves, for example. 


The Case of the ABC Manufacturing Company 


Now I want you to follow me in imagination through the experi- 
ences with which the ABC Manufacturing Company (a completely 
hypothetical enterprise) may at some point in the near or more 
distant future find itself faced. The ABC Company is typical 
of thousands of manufacturers located throughout the country, 
It has been established for a number of years and has enjoyed 
reasonable prosperity throughout most of its life. Through a 
moderate dividend policy a substantial portion of its profits have 
been reinvested in the business, and by this means, together with 
some outside financing, it has been able to develop consistently 
increasing markets for its products. Occasionally it has had to 
go to its banks for temporary financial accomodation to meet addi- 
tional working capital requirements. Although never having had 
any great abundance of working capital, it has not, on the other 
hand, found unduly difficult the task of financing its working re- 
quirements. In short, December 31, 1939, found the ABC Com- 
pany a typical, well-managed, solvent American enterprise. Its 
current assets as of that date amounted to $1,000,000 and its cur- 
rent liabilities to $250,000. Thus it had net current assets of 
$750,000 and a respectable current ratio of 4 to 1. 

Commencing with 1940, war became of increasing importance 
in the Company’s affairs. Demands for its products forced the 
Company to expand its schedules again and again, and we find it 
on December 31, 1943, four years later, busily engaged in war 
production. Its personnel has grown from 500 to 2,000. Its 
plants have been greatly expanded. Its current production rates 
are six times as great as in 1939. 

Yet at no point do we find a more striking change than in its 
balance sheet, and particularly in its current asset and liability 
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dassifications. You will recall that four years ago it had a net 
current position of $750,000. Through retained earnings this has 
now grown to $1,000,000. However, whereas at that time the 
$750,000 represented the difference between current assets of 
$1,000,000 and current liabilities of a modest $250,000, the 
$1,000,000 difference now represents a spread between $6,000,000 
of current assets and $5,000,000 of current liabilities. Let us 
note particularly that its current liabilities are now 20 times as 
great as at December 31, 1939. It seems superfluous to say that 
the increase in assets has been brought about largely by sharp 
increases in receivables, inventories, and working cash balances 
required to support the greater volume of sales. Nor will you be 
greatly surprised to find that its current liabilities consist to a 
large degree of federal tax and renegotiation liabilities. Thus far, 
the ABC Company is typical of many war manufacturers. 


Consideration of Post-War Planning Deferred 


During the year 1943 the Company has, in common with many 
others, heard increasing reference to the inevitable end of the war 
and to the problems to which this will give rise. It has seen 
renegotiation lose its position as the number one topic of American 
business conversation and become replaced by such subjects as 
reconversion costs, post-war reserves, and contract termination. 
However, these matters have seemed somewhat remote by com- 
parison with production problems which have had to be faced day 
after day in meeting the heavy schedules imposed by its customers. 
Accordingly, its management has set them aside for consideration 
at some more convenient future date. 

Even the receipt of numerous terminations of contracts and 
orders during the late months of 1943 has not seemed an unduly 
serious matter. The handling of these has been regarded as a 
more or less routine matter, to be dealt with when and as they 
could be sandwiched in between the requirements of regular pro- 
duction. Much has been heard of V loans, VT loans, proposed 
T loans and the like. However, the Company’s cash balances 
have been at relatively high levels and no actual cash shortage 
has developed from month to month to force any resort to bank 
loans for working capital purposes. As for any “post-war plan- 
ning” as such, this has appeared to the Company’s management to 
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be impractical and somewhat unpatriotic during war and has been 
deliberately frowned upon. 

With this background, the ABC Company at some indetermin- 
able future date is suddenly confronted with the ending of hos- 
tilities. You and I may differ in our opinions as to just when 
or how this is going to materialize—whether in one stage, two 
stages, or otherwise—but I believe we can all agree that its com- 
ing is inevitable and that it can be expected to be along entirely 
unexpected lines. 


The Result 


Almost without warning the management of the ABC Company 
finds itself confronted with a new and alarming situation—a wave 
of telegrams from its most important customers instructs it to 
cancel orders representing a large part of its backlog. The prob- 
lem of work stoppage, which seemed not unduly complicated a 
year or two ago, suddenly assumes severe proportions. An inter- 
departmental routine which has long worked satisfactorily for the 
process of entering orders and planning production somehow 
seems to bog down when called upon to function in reserve. The 
terminated orders are in various stages of completion and no ready 
means is available in many cases for separating terminated from 
unterminated work. Proper instructions with reference to em- 
ployees whose services are suddenly no longer required demand 
attention at the same time as reorganization of factory schedules 
and disposition instructions covering materials involved. A hur- 
ried exploration of rules, regulations, contract provisions, instruc- 
tions, and forms discloses the need for prompt stoppage of work, 
inventory taking, termination of orders on subcontractors and 
suppliers and preparation and settlement of claims for termination 
charges. The extent of the problem now appears alarming and 
certain executives are detached from other pressing duties to give 
it their immediate attention. 

Days develop into weeks and weeks into months. The sup- 
posedly simple process of claim preparation has at every step de- 
veloped complications of a perplexing and baffling nature, the solu- 
tion of which has made heavy demands on the time and thought 
of various departments. A considerable portion of the inventory 
has by now become thoroughly frozen pending settlement of termi- 
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nation claims. In the meantime a succession of claims are received 
from subcontractors and suppliers, many of whom in due course 
commence to press for prompt payment. 

Not only in the matter of termination do we find our ABC Com- 
pany beset with difficulties. Having given no advance thought to 
steps to be taken along the road of resuming peacetime operations, 
unexpected delays are encountered at every turn as attempts are 
made to resume normal production. Meanwhile, an increasing 
amount of working capital becomes tied up as preparations to this 
end go forward. In the absence of a definite plan for acting vigor- 
ously to reduce expenditures in line with reduced production rates, 
the Company sees profitable operations turn with alarming rapidity 
into operating losses. 

Nor do its troubles end here. Quarterly tax payments and 
amounts due on renegotiation come due on schedule and make 
serious inroads in the heretofore seemingly adequate cash bal- 
ance, including that portion which it had been assumed would be 
available for financing the reestablishment of peacetime operations. 

In an alarmingly short period, the Company has found that its 
quick assets have been seriously depleted through the maturity and 
required payment of its war-created liabilities, and that its own 
working capital has become largely represented by frozen inven- 
tories and termination claims. 


Three Lessons to be Drawn 


At this point, however, let us leave the ABC Company to at- 
tempt to extricate itself from the position into which its own lack 
of foresight has brought it, and take a little time to consider what 
lessons we may draw from this sad, but fortunately hypothetical, 
situation. 

Many could be drawn. I want to focus attention, however, on 
three which appear to me to bé most worthy of comment and likely 
to be of direct interest to you as industrial accountants in relation 
to your own respective operations. These are: 

1. The necessity for adequate provision of proper financial 
resources to meet the requirements of the transition period. 


2. The importance of preparing for contract termination and 
its related problems. 
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3. The need of a vigorous and realistic plan of cost and ex- 
pense control. 


Provision for Transition Financing 


The first of these is, to me, the most important of the lessons 
to be drawn. It seems almost commonplace to say that we should 
consider the adequacy of available financing to meet the require- 
ments involved in the process of shifting from war operations to 
those of normal peacetime years. I can hear some of you saying, 
“Well, there’s nothing particularly new about that.” However, 
any consideration of adequacy of resources should cover adequacy 
not only as regards the amount of available resources but also the 
kind of available resources. It is not uncommon to find financial 
officers who have given close attention to the amount of financing 
which they have provided but who have been surprisingly uncon- 
cerned as to the nature and suitability of such financing for the 
probable conditions to be encountered. 

I think it essential in any consideration of probable financial 
requirements during the transition period to recognize that we 
will probably be faced with the need of financing concurrently 
two separate, but closely related, undertakings : 


a. Liquidation of a war business, and 
b. Reestablishment of a normal or. peacetime business. 


This distinction may not be self-evident in many instances but 
it is very clear in the case of those companies who have set up a 
separate subsidiary for the conduct of their abnormal wartime 
operations. I commend to your consideration the thought thai 
even though we may not have made a corporate segregation of this 
character, many of us just as surely have two distinct operations 
housed in one corporate structure—the one a vigorous wartime 
business and the other a more or less dormant peacetime operation. 
I think that the difficulties of the ABC Company resulted, in some 
degree, from failure to recognize the existence of this dual situa- 
tion and its implications. 
Planning Financial Requirements for Peacetime Operations 


These two operations differ greatly in their problems and re- 
quirements, but they have one extremely tangible element in com- 
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mon, namely that they each constitute a potential drain on available 
cash resources. It seems to me that most post-war literature has 
laid more emphasis on the second of the two, namely that of plan- 
ning to meet the financial requirements relating to the redevelop- 
ment of peacetime operations. This is undoubtedly important and 

calls for careful attention. However, of the two problems, it is 

in many ways the easier to comprehend and reduce to a definite ; 
plan. i 

While it may be difficult to determine within close limits the 
amount of funds likely to be required, at least the approach is 
along relatively conventional lines. A decision is made as to the 
products to be manufactured and sold. An estimate is made of 
the potential market and the probable portion available to the com- 
pany. Production costs are estimated, allowing reasonable latitude 
for uncertain or unknown factors. Recognition is given to the 
; normal production and collection cycles. From consideration of 
these elements a tentative budget can be laid out showing the 
probable cash flow and the anticipated peak requirements of work- 
ing capital, and plans can be laid accordingly. 

However, problems connected with the liquidation of the war 
business are inherently more difficult to comprehend, and contain 
more elements of potential hazard to the solvency of the enterprise. 
Not only are the factors involved unfamiliar to many on the basis 
of prior personal experience, but they are by their very nature less 
predictable and likely to have more violent effects on the company’s 
resources. 

In attempting to analyze the nature of the hazards involved, 
it seems to me that these fall somewhat naturally into two classi- 
fications : 


1. Those in the nature of losses, which may result either in 
seriously reduced earnings or possibly in actual net oper- 
ating losses, and 

2. Those in the nature of delays in realization on war assets, 
with resulting interim disarrangement of financial plans, 
even though no actual loss may ultimately be involved. 
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Either of these, considered separately, is serious in its implica- 
tions, but the possible incidence of both more or less concurrently 
increases greatly the potential danger. 
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Providing for Losses 


In considering the nature and extent of potential losses it seems 
pertinent to note that these in turn may be of two distinct types. 
The first involves losses of a somewhat extraordinary nature 
largely arising out of abnormal conditions. These may include 
losses on inventories due to price declines, excessive quantities, 
or obsolescence, noncollectibility of receivables or other assets, 
noncollectible cancellation’ claims, cost of plant reconversion, de- 
ferred maintenance and repairs, etc. 

There is another type of loss which may not be quite so spec- 
tacular but which can, in its cumulative effect, be extremely seri- 
ous. I refer to that resulting from failure to provide for a vig- 
orous control of expenses, particularly indirect expenses both in 
the factory and in the general administrative organization, on a 
basis consistent with falling volume of business. I will refer to 
this more fully in a few moments. 

It may be noted in passing that the actual effect of losses of 
either type on the company’s financial position may vary consid- 
erably depending on the point in the fiscal year at which the cut-off 
finally comes. If it occurs well along in the year it is possible that 
accrued profits during the early part of the year may provide a 
substantial profit cushion which will serve to absorb a portion of 
the loss and, through partly offsetting tax reductions, penalize the 
company with somewhat less than 100 per cent of its full amount. 

If on the other hand this condition should materialize shortly 
after the close of a profitable fiscal year it is well to recognize that 
tax and renegotiation liabilities for that year will have become 
fixed, that there is no offsetting profit cushion and that losses will, 
in the first instance at least, have to be absorbed by the company 
in their full amount. Under these circumstances the company 
may be forced to rely only on such remedies as the carry-back tax 
provisions for any relief. The only real safeguard I know of 
against actual losses is an adequate capital structure, and any com- 
pany will be well advised to consider its permanent capitalization 
in relation to possible losses. 


Preparing to Meet Delays 


I referred a moment ago to the other type of hazard involved 
in liquidation of our war business—that resulting from delays as 
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distinguished from actual losses. It will be noted that the troubles 
of our ABC Company arose in large part from the fact that termi- 
nation of its orders interposed an element of delay in realization 
on the applicable inventories, whereas its principal liabilities con- 
tinued to mature on schedule. This leads me to what I regard as 
one of the most striking phenomena of wartime financing. I 
refer to the great extent to which American businesses have in 
effect relied on funds arising out of provisions for federal taxes 
and renegotiation refunds to provide the greatly increased working 
assets required. 

Under normal conditions it is of course customary for busi- 
nesses to set up due provision for accrued federal taxes on profits, 
and, pending the payment date, to permit these funds to be com- 
mingled with regular operating balances. It is not surprising, 
therefore, that this procedure has carried over into wartime con- 
ditions, even though the amounts have grown in magnitude. Due 
to this not unnatural transition, I am convinced that the managers 
of many concerns have not recognized the full significance of the 
extent to which this process has gone. 

We have heard a good deal during the past year or so about the 
importance of getting individual taxpayers on a pay-as-you-go 
basis, but, generally speaking, there has been comparatively little 
emp..asis on the importance of corporations doing likewise. Basic- 
ally, however, there is considerable similarity between the indi- 
vidual taxpayer who spends his year’s income in full and lays 
nothing aside to pay the applicable taxes, and the corporation which 
utilizes its tax and renegotiation funds to provide increased in- 
ventories and other required assets. True, the corporation has 
invested its funds in assets and they should thus be recoverable, 
whereas in the case of the individual they have been spent and are 
gone. However, the plain facts are that the corporation is to that 
extent financing its working capital requirements by borrowings 
from the U. S. Government on a relatively short maturity, non- 
interest basis. Furthermore, it is in effect doing so under a credit 
arrangement which does not warrant the belief that any leniency 
may be expected at the maturity of this indebtedness in the event 
funds are not readily available for payment. 

I thoroughly realize that in the conventional sense this has not 
been generally regarded as “borrowing,” and many of you may 
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disagree with me in the thoughts expressed as to the impropriety 
of relying on this source of funds for working capital. You may 
point out quite correctly that over a period of many years it has 
not been imprudent for corporations to make use of moneys pay- 
able on account of taxes for working capital purposes pending 
actual disbursement of such funds to the tax collector. 

I am prepared to grant that if we can be assured that no delay 
will be involved in collection of the assets in which these funds 
have become invested, there would appear to be nothing improper 
in utilizing them in this manner. If, however, due to contract 
termination and other factors, appreciable delay in realization is 
encountered, short-term financing of this particular character may 
prove to be utterly inadequate. What alternative types of financ- 
ing are available? The amount of ordinary bank credit available 
under any usual credit standards may fall far short of providing 
the funds required. In many cases it is doubtful if it would either 
be practical or possible to provide funds in the full amount re- 
quired through long-term debt or preferred stock. Common stock 
financing under present conditions would in many instances prove 
unduly costly. 


V and VT Loans 


Fortunately, the need for a type of financing suitable in the light 
of this war-created problem was recognized some months ago both 
by the Government and by our commercial banks. From this there 
evolved the Regulation V loan credit, and more recently the Regu- 
lation VT credit. As most of you undoubtedly know, these rep- 
resent loans by commercial banks which are guaranteed, generally 
to the extent of from 75 to 90 per cent, by the U. S. Government. 
In the event of termination of a substantial portion of the bor- 
rower’s backlog of unfilled orders the guarantee agreement pro- 
vides, broadly speaking, that maturity is postponed and interest is 
waived on a corresponding proportion of the loan, pending settle- 
ment of termination claims. 

I have never heard of any other type of financing which pro- 
vides features of this character. In my opinion its advantages 
are such that no war manufacturer who is faced with a potential 
termination problem can afford not to investigate the protection 
which a credit of this type can offer. However, don’t overesti- 
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'y mate what it can do for you. It affords protection against delays 

y but not against losses. The record required to support adjust- 

1S ments in case of termination are not inconsiderable, and I have i 
be yet to see a V or VT loan which says that it doesn’t some day 
g have to be paid off in full by the borrower. 


Suggestion for Planning Transition Financing 


y 

$ Having touched on several phases of the problem of financial 
r requirements during the transition period, it must be stated flatly 
t that no ready panacea is available. Certainly the complexity and 
; scope of the problem does not encourage the idea that any easy 
j solution can be found. The wide variance among companies does 
not permit too much generalizing, but I would leave with you sev- 
eral suggestions and urge that each of you consider them in the 
light of his own situation: 


1. Review your present financial picture in the light of the 
foregoing comments and see whether you are financing 
your requirements to an unwarranted degree with funds 
ultimately payable on federal taxes and renegotiation. 
Please do not understand me to be making a blanket con- 
demnation of this practice. If the amount of your pro- 
vision for taxes and renegotiation is relatively small in 
relation to your total working capital and you are not faced 
with serious termination problems, no substantial hazard 
may be present. I merely suggest that you review your 
own situation and consider whether this factor constitutes 
an element of potential weakness in your financial picture. 


2. Consider the advantages of putting yourself on a pay-as- 
you-go tax and renegotiation basis through the purchase 
of sufficient tax notes to offset at all times your tax and 
renegotiation liabilities. Having felt for many months that 
this represented sound financial policy, I have noted with 
particular interest. the increasing number of companies 
who are following this practice fully or to a considerable 
extent as evidenced by their year-end statements. 


3. Consider the wisdom of financing your increased wartime 
working capital requirements, and your potential invest- 
ment in terminated contracts by means of Regulation V or 
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VT loan credits in order to secure the benefits offered by 
this particular type of financing. 

. Particularly important is the maintenance of a never- 
slacking control of inventories in order to avoid any 
accumulation of excess or unallocated items beyond the 
minium requirements of your type of operation. 


. Lay out a transition period budget, in which you attempt 
to set forth the probable elements of income and outgu 
for that period, covering both liquidation of your war 
business and reestablishment of your peacetime business. 
Such a budget, dealing as it is with elements of great un- 
certainty, may be very primitive at first—the initial at- 
tempt possibly not doing much more than merely listing 
the various elements involved. Even so, preparation and 
constant revision of it should help to clarify your think- 
ing. Among other elements to be considered in such a 
budget should be the following : 


Income 


Collection of receivables. 

Collections from termination claims. 

Partial payments on termination claims. 

Funds available from post-war refund notes. 

Tax refunds based on carryback provisions or on 
accelerated amortization of emergency plant 
facilities. 


Expenditures 


Current operating costs. 

Federal taxes and renegotiation refunds. 

Plant rearrangement or other reconversion expenses. 

Dismissal wage payments. 

Lease rental obligations. 

Purchase of leased equipment which it may be de- 
sirable to retain for permanent operation. 

Research and development expense connected with 
reestablishment of peacetime markets. 
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Rebuilding of inventories requiréd for peacetime 






























. operations. | 
: Deferred maintenance and repairs. | 
5 Payment of termination claims of suppliers. 
! Repayment of V or VT loans or other indebtedness. 


You will think of others, and in any event the items to be 
reckoned with are those applicable to your own situation. { 
A budget of this type should be the subject of continuing revi- | 
. sion. With each revision you should be able to see the problems 
more clearly. This should .stimulate further thinking and this 
should, in turn, permit of further refinement of the budget. 

Above all, satisfy yourself insofar as possible that your resources 
are adequate, both in amount and character, to permit you to pay 
off your wartime commitments and at the same time protect the 
funds with which you expect to go back to peacetime manufacture. 


Preparing for Contract Termination and Its Related Problems 


I want to give second place in our thinking to the very live and 
much discussed subject of contract termination. In a very real 
sense termination was the principal culprit in our drama of the 
ABC Company. Periods of declining business volume are always 
beset with difficulties, but if the falling off is due solely to a drying 
up of incoming orders, this condition at least carries its own fore- 
warnings, which, if promptly and intelligently acted upon, should 
permit some more or less orderly readjustment of operating plans. 
However, termination of orders which are in various stages of 
completion not only introduces an element of sudden dislocation 
which is unlike the effect of any normal business recession, but 
also calls for new methods of procedure which must be followed 
if the problems are to be properly disposed of. 

So much has been said during recent weeks with respect to this 
subject, and so many things are currently in the wind, that it is 
a little difficult to know what to pick out as being most appropriate 
for comment. I would suppose that most of you who are poten- 
tially concerned with this problem have already considered and 
taken appropriate measures to deal with it. However, the serious- 
ness and nature of the problems vary widely among companies, 
depending on the nature of their products and their production, 
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purchasing, and accounting methods, the extent to which they are 
involved in war production, whether they are producing normal 
peacetime products, the degree of expansion of their physical facili- 
ties and personnel, the relative division of their business between 
prime and subcontracts, and the character of their backlog. Under 
these circumstances it is obvious that no single program can be 
suggested which would be suitable for all companies. Further- 
more, even if this were possible, the rapid changes in government 
regulations and practices which are currently taking place and in 
prospect would be likely to render such a plan partially obsolete 
almost before it could be put into operation. 


Suggested Steps in Preparing for Terminations 


I will confine my recommendations, therefore, to those which 
are sufficiently basic in character as to assure the belief that they 
will continue to be applicable regardless of changing regulations. 
Here are ten suggestions : 


1. Space does not permit a review of the various ap- 
propriate preparatory steps, but I do want to leave at 
least this one with you. If you are faced with potential 
terminations to any considerable degree, recognize the 
problem of termination as one of major importance, and 
assign responsibility and authority for dealing with it, 
in all of its phases, to a responsible executive or indi- 
vidual. The appropriate setup will vary among com- 
panies. In some cases it may be desirable to establish a 
contract termination department while in others appoint- 
ment of an individual termination supervisor may be 
adequate. It may seem preferable to assign to the 
contract termination department the responsibility for 
actual performance of all steps involved in handling ter- 
minations. In other instances it may be desirable for it 
to operate in a purely supervisory capacity. In any event 
it is important that over-all responsibility be assigned to 
someone sufficiently free from other duties to give it the 
time it deserves. 

2. The termination department or supervisor should become 
familiar with applicable procurement and other regula- 
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tions. I can assure you that there is no shortage of read- 
ing matter to receive your consideration in this con- 
nection. 





































es 3. Steps should be taken at this time to develop and establish 

7 adequate internal procedures for assuring the proper 

be handling of notices of termination when received and 

_ prompt preparation and settlement of termination claims. 
mt Many companies have found it desirable in this connec- | 
7 tion to provide special types of internal termination 
e 


notices and other required notices and forms. 


4. It seems to me essential for a contractor to be familiar 
with the types of contracts and orders in his backlog from 
the standpoint of termination. A review should be made, 
therefore, of at least his principal contracts and orders 

y to determine the types and number of applicable ‘termi- 

nation provisions. This information should be organ- 

ized for ready reference. Steps should also be taken to 

: correct any technical deficiencies in existing contracts 

t such as informal amendments, improper signatures, etc. 

It would also appear wise to request the conversion of 

letters of intent to formally executed contracts. The im- 

| portance of taking steps of this character is emphasized 

, by the experience of contractors following World War I, 
who found that settlements and payments under many 
informal contracts were impossible until after the pas- 
sage of special legislation some months after the Arm- 
istice. : 

5. Make certain that proper termination provisions are 
contained in contracts and orders received by you from 
your customers, and by the same token be sure that you 
are including proper termination rights in purchase 
orders placed by you on your own subcontractors and 
suppliers. 

6. Make sure that you are maintaining proper records, both 
of an accounting and production nature, so that you can 
produce promptly the information called for in connec- 
tion with termination claims. 

7. Take all possible steps to keep inventories in line with 
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tial ‘disallowances at the time of termination. 

8. Think out now any problems peculiar to your own type 
of business which are likely to be involved in the event of 
termination, such as particular process problems related 
to work stoppage, etc. If these appear to call for any 
deviation from standard termination procedures, take 
steps now, while the time is available, to secure appro- 
priate official sanction. 

9. If subcontracting constitutes an important part of your 
operations, satisfy yourself that your principal subcon- 
tractors are sufficiently posted regarding termination 
procedures so that they can produce and file their claims 
with you promptly and correctly. 

10. Above all, size up the potential magnitude of the termi- 
nation problem in your own case, now, while you have 
the time and opportunity of doing so, and take appro- 
priate measures to be ready for it. Recognize that ter- 
mination procedure is not a simple single subject but 
rather is tied in with almost all phases of a contractor’s 
business and is, in fact, almost equivalent to setting up a 
business in reverse. 


Difficult Phases Involving Accounting Problems 


It does not seem appropriate to go into an extended technical 
discussion of procedures involved in the actual handling of ter- 
minated orders, but I do want to mention in passing and commend 
to your best consideration a few of the phases which appear cur- 
rently to be causing most difficulty to contractors in connection 
with the cleaning up of termination claims. 

1. Property disposition. 

2. Clearance of suppliers’ claims. 

3. Problems connected with the allocability of so-called 
common or interchangeable parts and materials to termi- 
nated orders. 


4. Diversion of material applicable to terminated orders for 
use or possible use on other orders. 
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5. Provision of adequate internal control for the handling of 
all phases of terminations, particularly if the number of 
cases involved is substantial. 

































I think some of the most important unsolved problems fall par- 
ticularly within the field of the general and cost accounting. Many i 
of you are in a peculiarly favorable position to make an important 
contribution to their solution. In many cases, however, the routine 
problems connected with the preparation and submission of claims 
have precluded adequate consideration of some of the larger and 
possibly longer range phases of the subject. Among others of this 
character let me mention the following, each of which could prop- 
erly be discussed at some length: 

1. Adequate study of the various steps involved in the con- 
duct of your business and of the related costs, in order 
to get a realistic and supportable picture of starting-load 
costs for inclusion in termination claims. 

2. Determination of the proper basis of allowance for re- 
tention of parts and material believed useable on other 
orders. 

3.. Review of overhead practices. It may be found that 
normal methods of applying overhead are not entirely 
suitable when it comes to preparing termination claims. 

4. Accumulation and treatment of post-termination ex- 
penses. 

5. Determination of proper treatment in the balance sheet 
and profit and loss statement of termination claims, segre- 
gated termination inventcries, suppliers’ claims, inventory 
items sold to outside purchasers at less than cost, scrap or 
other salvage credits, etc. 

6. The problem of utilizing most fully the advantages of so- 
called company-wide or over-all settlement procedures, as 
distinct from contract-by-contract settlements, if and 
when these become permissible through legislation: 

7. Relation of termination to renegotation. 


—_— = a > Ge 


Relation to Renegotiation 


The relation of termination to renegotiation is one of the most 
perplexing, in its implications, of the many phases of the subject. 
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It involves not only the question of how termination claims should 
be dealt with under renegotiation for the period involved, but it 
also, in my opinion, calls for some very clear thinking with respect 
to one of the provisions of the Statement of Cost Principles re- 
cently issued in connection with the so-called Baruclf uniform 
termination article. I refer to Paragraph 3 which lists various 
elements of cost which are not to be included in termination claims 
in the case of formula settlements. Among other costs to be so 
excluded, sub-paragraph (e) specifies: 


“Costs which, as evidenced by accounting statements sub- 
mitted in renegotiation under Section 403 of the Sixth Sup- 
plemental National Defense Appropriation Act, 1942, as 
amended, were charged off during a period covered by a previ- 
ous renegotiation, may not be subsequently included in the 
termination settlement if a refund was made for such period, 
or to the extent that such charging off is shown to have 
avoided such refund.” 


While application of this principle with respect to certain spe- 
cific non-recurring write-offs may not appear to you to be unduly 
alarming, I would ask you to give some thought to the possibilities 
which develop when it is extended to cover general and administra- 
tive overhead, as is being urged by some of the services at the 
present time. 

In other words, if a termination occurs in 1944 and three-fourths 
of the work on the terminated items took place in 1943, a renego- 
tiated year, the thought is being advanced that overhead should be 
allowed in the claim only on the basis of the one-fourth of the 
work done in 1944. Space will not permit the development of this 
point in any further detail, but I am convinced that there are some 
very serious implications to industry in the development and appli- 
clation of this line of reasoning, and I would like to see some 
further thought and consideration given to it. 

These are only a few of the items which I would particularly 
commend to the members of the N. A. C. A. for your thoughtful 
consideration. In my opinion, we haven’t yet scratched the surface 
in thinking out the right answers to some of these more involved 
accounting problems related to termination. 

I have already referred to the fact that much is taking place 
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currently in the matter of termination, both by way of changing 
regulations and proposed changes in legislature. Many of these 
proposals are designed to simplify procedures and expedite settle- 
ments. It is the hope of many who have been working to this end 
during recent months that these objectives will be increasingly 
achieved. However, it does seem important to me that contractors 
face the problem in the light of laws and regulations as they exist 
today and not rely too much on anticipated improvements and - 
simplifications. If and when these materialize they will then be 
all to the good. 


Vigorous and Realistic Plan of Cost Control Needed 


The third and last of the lessons which I want to draw from 
the ABC Company and on which I will touch very briefly, is that 
of the urgent need of taking steps now to institute a vigorous and 
realistic plan of cost and expense control during the transition 
period. I think you will all agree that wartime pressure to meet 
forced production schedules and the emphasis in many cases on 
cost recovery as contrasted with cost control has resulted in a dis- 
tinct let-down in the respect shown for expenditures and commit- 
ments. 

You may have heard of the three salesmen who were eating 
dinner in a Washington hotel. The bill was $30 and all reached 
for the check. The first fellow said his firm was in the 50 per cent 
tax bracket, doing war work, and that the bill actually would cost 
him only $15. The second man said, “Let me pay it. We're in the 
80 per cent bracket and it will cost me only $6.” The third one 
said, “I’ll pay the check. My firm is working on a cost-plus basis, 
and we'll make $3 on the meal.” 

While this episode is probably more closely applicable to con- 
tracting methods of World War I, it nevertheless exemplifies a 
very prevalent state of mind with which I am sure you are all 
familiar. All too frequently, we have come to regard the expendi- 
ture of a dollar not as the expenditure of a dollar, but merely of 
“twenty cents after taxes,” or even as no expenditure at all in the 
light of possible renegotiation. It seems to me that recognition of 
the over-all effect of taxes and renegotiation on the profit and loss 
account is entirely proper from a management standpoint in deter- 
mining financial policy. I submit, however, that it is a dangerous 
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point of view when it becomes the basis of thinking down through 
an organization with respect to routine expenditures, and I believe 


that it is high time to start correcting this viewpoint and returning - 


to a more conservative concept of expenses. 

One of the most urgent steps in planning for the post-war 
period, in my opinion, is to recognize now the imperative need of 
being prepared to move promptly to reduce expenses as business 
volume falls off. Many companies are taking steps at this time to 
lay out expense budgets suitable for various levels of activity. At- 
tention is also being given to more effective use of manufacturing 
and other variances as tools to provide more effective cost control. 
Cost systems should be subjected to a critical review to determine 
whether they are properly designed to furnish management with 
adequate information as to the prices at which goods can be profit- 
ably sold at various levels of activity. These are, of course, only 
a few phases of cost and expense control, many others of which 
should also receive attention. 


Other Problems 


My remarks have dealt almost entirely with the financial side of 
corporate planning. I would not wish to leave the inference that 
there are not many other phases of equal importance, or that I have 
even tried to cover all of the important financial elements. 

There are, of course, numerous other problems which will call 
for our best attention. 

1. Have you made your plans for new products, new mar- 
kets, and new methods? 

2. Have you given thought to the basis on which employees 
are to be retained for your post-war organization? 

3. What plans have you made for taking back employees 
now in the armed services? Are you prepared to utilize 
to greatest advantage their newly acquired skill and train- 
ing? Are you prepared to offer a suitable retraining pro- 
gram where needed? 

4. Do you wish to continue without change your traditional 
methods of distribution? 

5. Have you reviewed facilities and equipment covered by 
DPC or other leases to determine what you will wish to 
acquire for peacetime uses ? 
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6. How will you be affected by surplus government-owned 
stocks of your products, and are you taking any steps to 
insure that the interests of your industry will be protected 
so far as possible in connection with their distribution ? 
What do you propose to do about plant rearrangement ? 
Have you considered the effect on your operations of the 
various proposals being discussed with reference to re- 
lease of priority and other restrictions? 
9. Have you laid out a blueprint of your key personnel for 
the peacetime period, and have you made plans to provide 
the proper incentives to insure their full support? 


9 


_ I could mention many others. I cite these only to illustrate some 
of the matters which should be receiving appropriate attention in 
your companies. 


Organization for Post-War Planning 

I have made no reference to the subject of post-war planning 
from an organizational point of view. While the wide variance 
among companies, with regard to their internal setup and their 
methods of conducting business, naturally results in various plans 
for dealing with post-war problems, considerable common approach 
has become evident during recent months. The most frequently 
used arrangement appears to be that of a post-war or planning 
committee representing various departments such as sales, engi- 
neering, production, financial, etc., functioning under the direction 
of a major executive. The several members of the committee are 
individually responsible for planning activities in their respective 
departments and the group as a whole undertakes to lay out over- 
all policy. 

There is, of course, nothing sacred or magic in such a commit- 
tee. It is simply a device for securing coordination between the 
various elements of a business in carrying out a specific series of 
tasks. It need hardly te said that such a committee is no.better 
than the individuals who compose it. 

Whatever the formal arrangement, planning for the post-war 
period calls for the participation and wholehearted cooperation of 
all departments. In this process those of you who are associated 
with accounting activities should, in my opinion, play an important 
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role. In a very real sense all of the plans of the sales, engineering, 
and manufacturing departments must finally be measured in terms 
of cost and available funds. To those of you who represent man- 
agement I would urge that you utilize to the full the analytical 
talent available in your accounting personnel in helping to appraise 
and plan for your post-war problems. To those of you engaged in 
accounting activities I would urge you to make yourselves avail- 
able to fulfill this opportunity. To be fully effective this will call 
for adequate organization and delegation of responsibilities so that 
suitable members of your departments will be in a position to de- 
vote some degree of uninterrupted time and thought to the matters 
involved. 


Are You Prepared? 


I doubt if I have conveyed to you any startlingly new thoughts, 
but I hope that I may have been successful in transmitting some 
of my feeling as to the urgent need of each of us taking steps now 
to analyze and deal with our own particular problems. It is fashion- 
able in many quarters to assume that Government help to meet all 
of our ills will be forthcoming in one way or another. It seems 
clear to me that any adequate solution of some of our most basic 
problems during the transition period is dependent on a realistic 
and sympathetic attitude on the part of the administration at Wash- 
ington and, in some cases, on actual financial assistance. I believe 
that we should all encourage in every way possible any sound 
steps of a legislative character dealing with post-war reserves, con- 
tract termination, surplus property disposal, and other subjects of 
this nature. But, I believe equally strongly that it behooves each 
and every one of us to take such steps within our own companies 
as are available to us in an effort to solve our own problems to the 
fullest extent possible. 

Basically, the whole question comes down to this: If the war 
with Germany should end tomorrow are you prepared to deal 
promptly and intelligently with the situation which would thus © 
confront you? 
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